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14 10 Nihonbashi Kayabacho 1-Chome Chue-ku, Tokyo 103-8210 Japan B
: : _ File No. 82-34759
i ' November 22, 2006

Ofﬁce of International Corporate Finance

Division of Corporation Fm__
Securities and Exchange C L

Room 3094 — Stop 3-6

450 Fifth Street, N.W.

Washi C.20

ashington, D.C. 20349 06018804
US.A. . A

i Re: Kao Corporation — 12g3-2(b) exemption

Ladies and Gentlemen:

In connection with our exemption as a foreign private issuer pursuant to
Rule 12g3-2(b) under the Securities Exchange Act of 1934, we hereby furnish the
Securities and Exchange Commission with the following information required by Rule
12g3-2(b).

: Annex A lists all documents published, filed or distributed by Kao since
October 1, 2006 pursuant to the above requirements and practices. To the extent required
by Rule 12g3 32(b) (4) or as otherwise already available, English translations or
summarles are attached. Brief descriptions of the remaining documents for which no
Engllsh language version has been prepared and original Japanese documents of Annex A

. are set forth in Annex B hereto.
\ If you have any further questions or requests for additional information
please do not hesitate to contact Vice President, Legal-Global at 011-813-3660-7404

. (telephone) or 011-813-3660- 7942 (facsimile).

Very truly yours,
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(1)

(2)

(3)

4)

(1)

LIST OF DOCUMENTS PUBLISHED,
FILED OR DISTRIBUTED SlNCE
October 1, 2006

ENGLISH LANGUAGE DOCUMENTS

Business Results released on October 23, 2006

(Attached hereto as Exhibit A-1 and the original document in Japanese is
Exhibit B-1) '

Semi- Annual Financial Review dated October 23, 2006

(Attached hereto as Exhibit A-2 and the original document in Japanese is
Exhibit B-2}

Highlights for the 1¥ Half of FY2006 dated October 23, 2006
(Attached hereto as Exhibit A-3 and the original document in Japanese is
Exhibit B-3)

Press release dated October 25, 2006

(Attached hereto as Exhibit A-4 and the original document in Japanese is
Exhibit B-4) ‘

JAPANESE LANGUAGE DOCUMENTS
Corporate Governance Report dated October 31, 2006

(A brief description in English is set forth in Annex B and the original
document in Japanese is attached hereto as Exhibit B-5)
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i _ ENGLISH DESCRIPTION OF
JAPANESE LANGUAGE DOCUMENTS
| LISTED IN ANNEX A

(1) - Corporate Governance Report

Listed companies of Tokyo Stock Exchange (TSE) are requested to file
Corporate Governance Report to TSE. This report explains the following
points of Corporate Governance of the listed companies of TSE.

1. Basic Position on Corporate Governance *'
3 2. Status of Corporate Governance System
i 3. Status of Measures Concerning Respect for the Standpoint of

; Stakeholders
. b 4. Basic Policy Regarding the Internal Control System
' | 5. Information Concerning Hostile Takeover Defenses
‘ The report filed since October 1, 2006 include the following information: |
f
1 October 31, 2006— Amendment of report is filed due to revision of :
. the following information.
a. Major Shareholders (Top 10) :
b. Stock Option holders |

¢. " IR Department !
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News Release -, ' October 23, 2006

' Ks#o Corporation Reports Business Results

Tokyo, October 23, 2006 - Kao Corporation today announced its consolidated and non-consolidated
business Tesults for the six months ended September 30, 2006. The following summary of the
business results that Kao submitted to the Tokyo Stock Exchange is unaudited and for reference
only. ’

Ticker code: 4452 .
Consolidated Financial Highlights (Unaudited)

{Millions of yen, millions of Us. dollars, except per share data)

. Six months ended September 30 . Fiscal 2005, ended
! 2006 2005 Change 2006 March 31, 2006
Yen % U.S. dollars Yen
Net sales ¥602,538  ¥83,098 247 $5,110.6 ¥971,230
Operating income 58,426 63,070 74) 495.6 120,134
Ordinary income 58,480 63,638 8.1) 496.0 121,956
Net income 29,571 38486, (23.2) . 2508 71,140
Total assefs 1,227,062 726,341 68.9 10407.7 1,220,564
Total shareholders® equity 533,187 479,285 11.2 45224 . 509,676
Shareholders* equity/total assets 42.8% 66.0% - L A28% . 418%
Shareholders’ equity per share (Yen/US$)  962.65 880.98 9.3 ‘8.16 oo, 85
Net income per share {Yen/USS$) 5426 70.75 (23.3) 0.46 : 130.58
Net income per share, fully diluted (Yen/US$) 5422 70.56 {23.2) 0.46 130.28
Net cash provided by operating activities 85,729 64,695 - 7271 117,292
Net'cash used in investing activities - (30,079) (45,146) - - 255.1) (479,535)
_ Net cash used in financing activities (46,848) (15,413) - @974 356,721
"Cash and cash equivalents, end of term 74987 - 75511 - 636.0 67,527

Noigx: . .
1. ‘Net income per share iz computed based on the weighted average mumber of shares outstanding during the corresponding
. periods; 544,973,118 shares for fiscal 2000 I® half, 543,068 502 shares for fiscal 2005 1* ha[f and 544,120,518 shares for fiscal
‘20035,
2. ‘Number of shares outstanding at the end of the periods: 544,056,170 shares for September 2006, 544,034,885 shares for
September 2005 and 544,943,975 for March 2004. :
3. Changes in scope of consolidation: Consolidated subsidiaries (1 addition)
4. US dollar amounts represent transtations using the approximate exchange rate on September 29, 2000, of 117.90 yen=USE1,
. ‘and are included solaly for the convenience of readers.
5. Yenamounts are rounded dovwn fo the nearest nillion.

Fofecast of Consoiidated Results for the Fiscal Year Ending March 31, 2007

3 (Millions of yen, millions of U.S. doliars, except per share data)

! * Year ending March 31, 2007

.“ Yen .S, dollars
Netsales : ¥1,220,000 $10,.347.3
Operating income 117,600 992.4
Ordinary income 115,000 975.4
Net income 68,000 : 576.8
Net income per share (Xen/US$) 124.78 106 -

I\fon: Net inceme per shave is computed based on the estimated weighted average number of shares oulstanding during the fiscal
year, ’
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: Co:isulidated Segment Information by Business (Unaudited)

Kao Corporation]

: Billions of Yen
! . SALES OPERATING INCOME
Six months ended September 30 2006 2005 % changs 2006 2005 InerADer)
h Like-for-like ’
Consumer Products 373.0 353.1 5.6 3.8 472 4713 (0.0)
Prestige Cosmetics 135.1 393 2437 2431  (0.6) 38 (45
Chemical Products 108.9 103.8 49 1.4 1.7 11.7 0.0
Corporate/Bliminations ~ (145) . (13.1) - . 0.0 01  (0.0)
Consolidated 602.5 483.0 247 22.6 584 63.0 “.6)
. Millions of U.S. Dollars
‘ SALES ‘ OPERATING NCOME
Six months ended September 30 2006 2005 " % change 2006 2005 IngADer)
' Lie-forlke )
Consumer Products 3,163.8 29949 5.6 38 4010 4014 0.4)
Prestige Cosmetics 1,1460 3334 2437 2431 (58) 329 (38.6)
Chemical Products 924.1 880.8 4.9 1.4 99.6 99.3 0.3
Corporate/Bliminations  (1233)  (111.6) - . 0.8 1.3 (0.6
Consolidated 5110.6 40975 247 226 4956 5349 {39.4)
C'ofnsolidated Segment Information by Geography (Unaudited)
' Billions of Yen .
: SALES OPERATING INCOME
Six months ended September 30 2006 2005 9% change 2006 2005 IngAXDer)
! ' Like-for- i _
Japan 454 5 358.6 26.7 26.7 516 549 32)
Asia/Oceania 59.7 52.7 134 3.7 1.0 16 2.5
North America 53.8 46.1 169 8.0 34 2.7 0.6
Europe 633 49.6 27.6 225 1.9 2.5 (0.5)
Corporate/Eliminations ~ (29.0)  (24.0) - - 03 (07 10
Consolidated 602.5 4830 247 22,6 58.4 63.0 {4.6)
Millions of U.S. Dollars
: SALES . OPERATING INCOME
Six months ended September 30 2006 2005 % change 2006 2005 IncADa)
h Like-for- e
Japan 38556 3,0424 267 267 4380 4658 (27.8)
Asia/Oceania 507.0 4471 134 3.9 9.0 30.6 21.5)
North America 457.0 3910 169 8.0 29.1 232 5.9
Europe 5371 4211 276 22.5 16.6 215 4.9
Corporate/Elim inations (246.1) (204.0) - - 2.9 6.0) 9.0
- Consolidated 51106 4,0975 24.7 226 4956 5349 39.4)
Notes:

2.

and are included solely for the convenience of readers.

1. U.S dollar amounts represent pransiations using the approximate exchange rate on September 29, 2000, of 117.90 yen=US$I,

Like for-like growth rates exclude the ewrency translation effect relnied to translation of local cuwrrencies into Japanese yen.
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Kao Corporation|

Non?con solidated Financial Highlights (Unaudited)

(Millions of yen, millions of U.S. dollars, except per share data)

* Six months ended September 30 " Fiscal 2005, ended

- ' 2006 - 2005 Change 2004 March 31, 2006

: — Yen % U.S. dollars Yen
Net sales ‘ ¥356,676  ¥349450 21 £3,025.2 ¥688,589
Operating income . 40,211 48,740 (17:5) 311 90,551
Ordinary income 44985 53,875 (16.5) . 3816 100,134
Net income o 20,515 35,414 (42.1) 174.0 © 64,133
Total assets 1,035,436 623,146 66.2 8,782.3 1,024,155
Total shareholders® equity 480,809 457,594 = 5.1 4,078.1 474 444
Shareholders® equity/total assets 464% 73.4% - - 46.3%
Shareholders® equity per share (Yen/US$) 880.81 840.23 4.8 147 869.58
Net income per share (Yen/US$) 37.61 65.04 (42.2) 032 117.61
Cash'dividends per share (Yen/US$) 26.00 25.00 4.0 o022 50.00
Notes: .

1. Netincome per shave is computed based on the weighted average mumber of shares oulstanding during the corresponding
Periods: 545,543,990 shares for fiscal 2000 1™ half; 544,541,009 shares for fiscal 2005 I” half and 544,099,300 shares for
fiscal 2005, :

2. Number of sheres culstanding at the end of the perlods: 545,532,042 shares for September 2000, 544,007,082 shares Jor

~ September 2005 and 545,518 847 for March 2000 '

3. US. dollar amounts represent transiations wring the approximate exchange rate on September 20, 2006, of 117.90 yen=USSI,
and are included solely for the convenience of readers. "

4. Yem amounisare rounded down to the nearest million.

i? .
Forecast of Non-consolidated Results for the Fiscal Year Ending March 31, 2067 .

. (Millions of yen, miltions o U.S. dollars, except per shate data)

B a Year ending March 31, 2007
ffl : Yen 1.8, dollars

Net sales _ . ¥700,000 §5,937.2
Operating income 76,000 644.6
Ordinary income 33,000 704.0
Net income 56,000 475.0
Net income per share (yen/US$) 102.65 0.87
Cash dividends per share (yen/US$) 52.00 0.44 . .
Note.i_' Net income per share is computed based on the estimated weighted average number of shares outstanding dwring the Siscal
year.’

L

Forward-Looking Statements ' ,

This release contains forward-looking statements that are based on managements estimates, zssumptions and
projéctions at the time of release. Some factors, which include, but are not limited to, the tisks and uncertainty
associated with the worldwide ecofiomy, competitive activity and currency fluctuation, could cause actual results to
differ materially from expectations.

For.further information, please contact:

Katsuya Fujii

Vice President

Investor Relations

Tel:;+81-3-3660-7101 / Fax: +81-3-3660-8978

E-mail: ir@kao.cojp
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Management Policies

1. Basic Manage&lent Policies of the Company

Kao’s mission is to strive for the wholehearted satisfaction and enrichment of the lives of people -
globally through the Company’s core domains of cleanliness, beauty, health and chemicals. Fully
comimitted to this mission, all members of the Kao Group work together with passion to provide
products and brands of excellent value created from the perspective of consumers and customers and
to share joy with them.

Kao aims to be a global group of companies thatis closest to consumers and customers in each of its
markets. In addition to eamning the trust and support of its sharcholders and all other stakeholders,
Kao secks to contribute to the continual development of society by consistently augmenting its
corporate value based on profitable growth.

The corporate philosophy that forms the basis of these activities is “The Kao Way,” which clearly
expresses Kao’s unique corporate culture and the essence of its corporate spirit, and is shared and
practiced by all Kao Group employees. Furthermore, from the standpoint of corporate social
responsibility (CSR), Kao strives to act in good faith based on high ethical standards, and will
contribute to the sustainable development of society by conducting its activities with consideration
for environmental impact and conservation of resources.

2. The Company’s Basic Policies Regarding Distribution of Profits

In order to achieve profitable growth, Kao sets policies regarding allocation of profits to internal
capital resources for growth and as dividends from a medium-to-long-term management perspective.
Considering it important to provide shareholders with stable, continuous dividends, the Company
currently has a target payout ratio of approximately 40% of consolidated net income. In order to
‘increase eamnings per share and dividends over the long term, the Company will consider flexibly
implementing share repurchases as a measure for shareholder returns from a long-term perspective,
taking into account the capital demands of activities such as capital investment for growth and
acquisition initiatives, as well as increasing capital efficiency. In accordance with these policies, the
Company plans to increase the dividend for the interim period ended September 30, 2006 by 1.00 yen
compared with the same period in the previous year to 26.00 yen per share, in accordance with its
initial forecast. For the fiscal year, the Company plans to increase total dividends by 2.00 yen per
share compared with the previous fiscal year, for a total of 52.00 yen per share.

3. Policy Concerning Number of Shares Constituting One Unit Share

Kao believes that sufficient liquidity of shares and the participation of a large number of investors in
the market are necessary for appropriate stock prices to be set in the stock market. While the
Company believes that reducing the number of shares constituting one unit share can contribute to
these factors, the Company recognizes that its stock has a comparatively high liquidity ranking on the
Tokyo Stock Exchange. during the current fiscal year. As of September 30, 2006, Kao had
approximately 44,000 shareholders, of which a large number — approximatély 42,000 ~ are individual
shareholders. Kao will continue to consider reducing the number of shares constituting one unit share
from a variety of perspectives, including market trends and requirements, trends among individual
shareholders, the implementation of a system for issuing stock without certificates and the best
interests of shareholders. :




4. Managemelit Metric Used as a Target

EVA* (Economic' Value Added), which is used to measure true profit by factoring in the cost of
invested capital, is Kao’s principal management metric. Continuous growth in EVA is linked to
increased corporate value, which means long-term profits not only for shareholders, but for all Kao
stakeholders as well. While working to expand its business scale, Kao views EVA growth as a
primary focus of operating activity. Kao also uses this metric to determine the direction of long-term
management strategies, for assessing specific businesses, for evaluating acquisitions dnd capital
investment, and in developing performance targets for each fiscal year.

*EVA is a regisiered trademark of Stern Stewart & Co.

5. Medium- and Long-Ter_m Management Strategies

With Consumer Products, Prestige Cosmetics and Chemical Products positioned as its core business
areas, Kao will emphasize research and development to make high-quality, innovative products
geared to consumers and custormers, a concept referred to at Kao as “Yoki-Monozukuri*” and to
share joy with them. Based on this policy, Kao will conduct activities oriented toward the following
three key business objectives in order to achieve profitable growth by increasing the added value
of its products. :

* Kao defines " Yoki-Monozukuri” as a strong commiiment by all members lo provide products and branrds of

excellent value for consumer satlsfaction. This core concept distinguishes us from all our competitors. In Japanese,

“Yoki” llterally means good/excellent, and “Monozukuri” means development/manufacturing of products.

(1) ‘Accelerate Growth in the Business Areas of Beauty Care and Humnan Health Care*
. Kao will position Beauty Care and Human Health Care, which are business areas with high
- growth potential and in which the Kao Group can take advantage of its strengths, as growth
. drivers and concentrate investment of management resources in these areas. Particularly, in
addition to its existing Beauty Care business, Kao will develop and strengthen its Beauty Care
business globally with Molton Brown Limited and Kanebo Cosmetics Inc., which became
_ members of the Kao Group during the fiscal year ended March 31, 2006.

. *The scope of “Human Health Care” does not include pharmaceuticals.

(2) Further Strengthen and Develop Fabric and Home Care, 2 Core Business ‘

. In the Fabric and Home Care business, Kao will work to develop products that promote gr:ater
cleanliness, comfort and enjoyment. The Company will also seck to develop products thatbuild
new markets and match the increasing emphasis of consumers on sanitation, peace of miné. and
the environment. . '

(3) Further Enhance the Chemical Products Business Globally and Locally with Distinctive Products
‘That Meet Customer Needs '
The Chemical Products business will work to expand and strengthen its operations while
simultaneously conducting global business closely linked to each company in the three regions
of Asia‘including Japan, Eurcpe and North America and optimizing regional operations under
local leadership tailored to conditions in each country and region.

Moxjeover, in order to achieve these three business objectives, Kao will focus on the following Work
Process Innovations.

- ———




(1) Build a System to Create High-Value-Added Products
i With the diversifying values and changing needs of consumers, Kao will develop new
: marketing and product development methods to create products that offer new value. By
i introducing these innovative methods into the work processes of business divisions, we will
;-conduct speedy business development.

(2) Establish 2 Global Management System _ :

" As market competition intensifies globally, we will establish an innovative management system
that clearly defines the toles of operations in Japan and in other countries. This will enable
overall optimization of the Kao Group, effective deployment of management resources, and

. faster decision-making by management.

6. Issmes for Management

As the severity of the business environment increases, with rising raw material prices in addition to
maturing markets and changes among consumers, distribution and competitors, Kao’s profit
structure is changing significantly, and achieving profitable growth is becoming more difficult every

year.

In these circumstances, .in order to achieve profitable growth by increasing the added value of its
products, Kao will develop products with higher added value and quickly build new busincsses
through further enhancement of research, technologies and development, such as reinforcement of
basic technologies and completion of the Kao (China) Research and Development Center, and
through measures to respond to changes it the environment in which Kao conducts mark:ting
activities, including the activities of the Marketing Development Center and the Products and
Lifestyle Research Center. In particular, in order to accelerate the growth of the overseas'Cons'mer

Products business, Kao will work to reorganize operations in Asian countries with rapidly growing '

markets by mobilizing the total capabilities of the Kao Group and gaining thorough knowled;ze of
local consummers and markets, based on the principles of “Consumer-driven” and “Genba-ism™*.” In
the Prestige Cosmetics business, Ko will raise brand value with product creation that takes full
advantage of the technologies it shares with Kanebo Cosmetics, its strengthened ability to nake
proposals regarding store sales using its collective power, and its overseas strategies focused on key
regions. With regard to enhancing the global development of the Chemical Products business, Kao
will work to achieve an accurate grasp of globalizing customer needs while anticipating future
changes as it focuses on making the Chemical Products business stronger and more distinctive.

* “Genba-lsm" defines the importance of observing things “on-site,” In the actual locatlon and environmeni, both
internally and externally, in order lo maximize our understanding of the business and optimize our perfermence.

7. Parent Company Issnes
Not applicable.



Kao Corpuoration

'Co'nsoiidated Business Results and Financial Condition
I. 'Intel_;im Period Business Results
1. Su:ﬁp‘mary of Business Results

pl : )
1) Surri_inary of Overall Interim Period Business Results

In the iﬁierim period ended September 30, 2006, the Japanese economy recovered, with private-sector
demand supporting improvement in corporate earnings and growth in capital investment. However, the
previous moderate growth trend in consumer spending weakened due to the weather and other factors,
and domestic consumer prices were flat. The global economy also recovered steadily, led by the United
States a?d Asia, but the impact of trends in crude oil prices ori the domestic and global economies is
becoming substantial. In this environment, the Kao Group promoted adding value to products in order to
stimulate the market.

Net sales rose 119.4 billion yen to 602.5 billion yen, a 24.7% increase over the same period of the
previous fiscal year, due to the addition of Molton Brown Limited and Kanebo Cosmetics Inc. to the Kao
Group and the growth of existing businesses. Excluding the positive effect of 10.0 billion yen on
overseas sales from exchange rate fluctuation due to the weaker yen, net sales increased 22.6%.

Sales in'Japan rose by 26.7%. In the Consumer Products business, in addition to changes in ccnsumers,
retailing and companies, the market continued to be intensely competitive, but sales expanded with the
launch of new high-value-added products and aggressive marketing. The Prestige Cosmetics business,
including Kanebo Cosmetics Inc., performed basically as forecast. In the Chemical Products business,
sales gréw due to expanding sales of core products. '

Oversezgs sales increased 19.2%, with steady recovery in the Consumer Products business in Asia, where
Kao is working to integrate operations with Japan, and brisk growth in the Consumer Products business
in North America and Europe and the Chemical Products business.

Cost of sales increased to 244.9 billion yen from 210.7 billion yen in the same period of the previous
fiscal year. Although Kao promoted further cost reduction activities, cost of sales increased in tandem
with the growth in sales volume, as well as due to higher prices for raw materials centered on
petrochemicals, and the increase in imported raw materials in Japan as a result of the weaker yen. Asa
result, gross profit was 357.5 billion yen, an increase of 31.3%, or 85.1 billion yer, from the same period
of the previous fiscal year. ' - '

Selling, general and administrative (SG&A) expenses increased 42.9%, or 89.8 billion yen, from the
same period of the previous fiscal year to 299.1 billion yen. Besides the addition of the expenses of
Moltor Brown Limited and Kanebo Cosmetics Inc., other factors included freight and warehouse costs
as’sociat:ed with higher sales volume, expenses for new product launches and sales promotion activities in
stores.

Asa reléult of the above factors, operating income decreased 7.4%, or 4.6 billion yen; from the same
period of the previous fiscal year to 58.4 billion yen. Before deducting 13.0 billion yen in expenses for

amortization of goodwill and intellectual property rights related to Kanebo Cosmetics Inc., operating .
income was 71.4 billion yen, an increase of 8.3 billion yen from the same period of the previous year. -

7
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Kao Corporation

'Non-opefratjng income and non-operating were basically the same amount. In the same periad of the
previous fiscal year, netnon-operating income totaled 0.5 billion yen. This was principally due o higher
interest expense in connection withan increase in borrowings, bonds and other interest-bearing debt.

As _a-resﬁlt, ordinary income decreased 5.1 billion yen from the same period of the previous fiscal year to
58.4 billion yen. ' ‘

Extraord:inary gain and Joss totaled a net loss of 1.2 billion yen, essentially unchanged from the same
period of the previous fiscal year. Consequently, income before income taxes and minority interests
decreased 5.2 billion yen from the same period of the previous fiscal year to 57.2 billion yen.

As a result of factors including an increase in amortization of intellectual property and other rights, Kao

forecasts that taxable income for the current fiscal year will decrease from the previous fiscal year, and:
will not be sufficiently in excess of future deductibles resulting from temporary differences at the end of
the current fiscal year. Consequently, based on the application of tax-effect accounting rules, in the

interim period Kao has recorded a deferred tax asset valuation allowance for future deductibles resulting

from temporary differences, including valuation loss on land not yet scheduled for sale, which was

recorded in previous years, for which scheduling (specification or estimate of timing for tax deductions

in the allowable period) is not possible, and recorded tax expenses as deferred income taxes. A a result,

the effective tax rate after application of tax effect accounting increased from 37.4% in the same period

of the previous fiscal year to 47.6%, and net income was 29.5 billion yen, a decrease of 8.9 billion yen
from the same period of the previous fiscal year. Net income per share was 54.26 yer, a 16.49 yen
decrease from 70.75 yen in the same period of the previous fiscal year. o

Although the Company recorded a deferred tax asset valuation allowance and incurred tax expenses, it
achieved its initial forecasts for operating income and ordinary income, and therefore will pay its planned
interim cash dividend of 26 yen per share, an increase of 1 yen per share.

EVA decreased from the same period of the previous fiscal year, but the primary reason was the increase
in the capital cost of investing in Molton Brown Limited and Kanebo Cosmetics Inc., which the
~ Company acquired as tong-term growth drivers.

The tailslation rates used to calculate income and expenses for consolidated subsidiaries and other
companies outside Japan for the interim period were one U.S. dollarto 115.57 yen and one euro to 142.74
yen. '

A Suﬂlmary of Results by Business Segment

Net sales in the Consumer Products business increased steadily in Japan, Asia; North America and
Furope: In the Prestige Cosmetics business, the contributions of Molton Brown, which is a prestige brand
.in the United Kingdom, and Kanebo Cosmetics resulted in significantly higher sales. In the Chemical

Products-business, competition has generally intensified, but siles expanded steadily .as core business

fields in North America and Europe have become growth engines.

Despite‘i the effects of increased sales and cost reductions, operating income for the Consume: Products-
business was flat because of a continued global rise in raw material costs. In the Prestige {-osmetics

business, operating income decreased due to factors including an increase in amortization expenses for **

goodwill and trademarks and other intelléctual property rights related to Kanebo Cosmetics Inc.

EPIREUIES U S S I —




Kao Corpaoration

Excludmg the effect of ﬂle amortization expenses, operating income increased. The Chemical Products

busmess was impacted by the rise in raw material prices, despite efforts to expand sales and growth in.

sales of ¢ core products

f

e

Consumer Products Business
Net sales of consumer products were 373.0 billion yen, a 5.6% increase over the same period of the
prevmus fiscal year. Excluding the effect of currency fluctuation, sales increased 3. 8%. Sales in Japan

increased 3.1% over the same period of the previous fiscal year. Overseas sales also increased st: ongly m

eachregion. Affected by higher raw material process worldwide, operating income was 47.2 billion yen,
bamcally unchanged from the same period of the previous fiscal year.

® Japan

Although consumer purchase prices of major products stabilized near the level of the same period of the |

previous fiscal year, the market has not bottomed out. By sales channel, sales at drugstores continued to
expand. In these circumstances, the Kao Group worked to further strengthen core brands and 10 launch
and murture new products toward its objective of proﬁtable growth with high-value-added products. It
also worked to stimulate the market by aggressively carrying out integrated marketing and sales activities
for each chain and area. Despite the effects of increased sales and Kao’s efforts to reduce costs and make
more eﬁ‘ecuve expenditures, operating income was substantially affected by rising raw material prices.

Sales Composmon of Consumer Producis

Billjons of ven ’
S1x momhs ended September 30 2006 2005 % change
Personal Care 984 95.8 2.7
Fabric and Home Care 1223 120.6 1.4
Feminine Care, Baby Care and Others 62.1 57.8 7.5
Total ¢ - 283.0 274.4 3.1

In the ma.tket for personal care products, Kao continued to compete on the basis of higher added value,
and consumer purchase prices trended upward from the same period of the previous fiscal year in some
categones, including the shampoo/conditioner and hair styling product categories. .
In the slcm care category, Kao increased sales of Bioré U body cleanser by promoting the prodiict’s new
fragrances and cleansing quality, in order to meet the needs of consumers with changing values and
hfestyles In the shampoo and conditioner category, Kao launched Asience Rich and Condersed Hair
Mask and condncted a complete renewal of Essential, achieving strong sales, but overall categiory sales
decreased slightly due to intense competition. In the oral care category, Kao launched Medicated Pyuora

toothpaste and dental rinse, whmh base their appeal of “freshening up a pasty mouth” under th= concept

of total oral cleaning,

As a result sales of personal care products increased 2.7% compared with the same period of the

'pre\uous fiscal year.

Pnnmpal new products:

Essentzal Damage Care Nuance Airy shampoo/conditioner
Liese Supply Yogurt Wax hair styling agent

Medicated Pyuora toothpaste/dental rinse

|
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In fabric and home care products, intense price competition in the market continued and the deflationary
environment persisted, though it is moderating. '

Under these conditions, the Kao Group worked to raise the value of core brands. In the laundry cetergent -
category, Kao launched Attack ALL in, which contains bleach and fabric softener, and New Beads with
Fabric Softener liquid laundry detergent, which leaves clothes feeling soft with a lasting fresh scent.
However, sales of gift items were flat, and overall sales were essentially unchanged from the same period
of the previous fiscal year. The launch of Humming Flair Relaxing Herbal Scented fabric soflener
expanded sales. Sales in the dishwashing detergent category expanded with the launch of Family
Kyukyutto Pink Grapefruit, which provides results users can feel, and strong sales of a new detergent for
automatic dishwashers formulated with citric acid. The addition of Resesk Refveshing Scent to Resesh
fabric freshener with a deodorizing ingredient extracted from green tea leaves gained consumer support,
achieving strong sales while expanding the market.

As a result of the above, sales of fabric and home care products increased 1.4% compared with the same
period of the previous fiscal year.

Principal new products:

Attack ALL in laundry detergent »

Kitchen Magiclean with Deodorant kitchen cleaner
Resesh Refreshing Scent fabric freshener

In the area of feminine care, sales increased as Laurier F sanitary napkins, which alleviate skin stress,
gained steady consumer support and Kao enhanced the productline. Kao continued to renew products in
the disposable baby diaper category to improve basic product performance and raise brand value. Asa
result, sales were higher than in the same period of the previous fiscal year. Sales of Relief adult
incontinence products increased with the expansion of the market. ' .

In the hé alth care category, sales of Econa healthy cooking oils were impacted by increasing competition
in the market. Siles of Healthya healthy drinks increased with the launch of Healthya Water with
refreshing grapefruit flavor. :

As a result, sales of feminine care, baby. care and other products increased 7.5% compared with the same
period of the previous fiscal year.

Principal new products:

Laurier F Non-Heavy Daytime to Light Day Use sanitary napkins
Relief Rehabilitation Starter Pants adult incontinence product
Healthya Water sports drink

-®  Asia ' :
Asian lﬁarkets are undergoing major structural changes as they grow, with changing consumer needs and
the continuing entry of global retail chains. In addition, competition among companies continues 10
intensify. In these conditions, the Kao Group is working toward building a unified managemen: structure
that encompasses all of Asia, including Japan. Kao strengthened coordination of marketing and sales
activities among Japan and local markets, and expanded the Asience hair care brand from Taiwan and
Hong Kong to Singapore, resulting in sales growth. In the sanitary napkin category, Kao launched
Laurier F in Hong Kong and Singapore. In addition, A#fack Easy laundry detergent was launched in
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: -'I'hajlandll, and sales were strong.

As a result, sales in Asia increased 17.1% to 31.5 billion yen compared with the same pericd of the

previous:fiscal year.

® North América and Europe

In thé markets of North America and Europe, the Kao Group specializes in personal care products and
has worked to establish products with high added value. Kao Brands Company in the U.S..1aunched
natural glow under the Jergens skin care brand. The launch of a product for the face, in addition to the
existing: product for the body, increased sales of this product, which gradually gives skin a heilthy tan
color while moisturizing. Kao Professional Salon Services GmbH expanded sales by conducting; a major-

renewal of the KMS brand for high-end beauty salons. As a result, sales in North America and Europe -

increased 12.6% from the same period of the previous fiscal year to 62.2 billion yen. -

Prestige Cosmetics Business _
As consumer values, attitudes toward beauty, and retail channels change, the Kao Group worked to
strengthen its product and sales capabilities in response to these changes, with the aim of raising brand
. value. Sales of Kanebo Cosmetics increased solidly with the launches of the premium prestige ::kin care

brand Impress and the makeup brand Lavshuca. Sales were solid, with new products including Blanchir

Whitening Conclusion whitening serum. Kao Sofina launched a new skin care brand, HADA KA, and
introduced new products, including for the makeup brands Raycious AuraChange Foundation and AUBE

Rouge Moisture. Molton Brown made a substantial contribution, as its sales increased with the addition
- of new products and expansion of sales regions. : ’

As a result, sales of prestige cosmetics increased 243.7% from the same period of the previous fiscal year
to 135.1 billion yen. Operating loss was 0.6 billion yen, compared with operating income of 3.8 bhillion
yen in the same period of the previous fiscal year, but the result was in line with the Company’s forecast .
Before deduction of amortization related to Kanebo Cosmetics Inc., operating income was 12.3 billion
yen, an increase of 8.4 billion yen from the same period of the previous year.

Principal new products:

Blanchir Whitening Conclusion whitening serum
est pore solution skin cate

Molton Brown Skincolour skin care

Chemical Products Business - _

Although the Japanese economy remains on a recovery track, with improved corporate earnings and
increased capital investment, rising costs due to fluctuating crude oil prices are exerting a substantial
impact on the global économy. In this environment, Kao worked to expand its business in the core fields
of oleo chemicals, performance chemicals and specialty chemicals. As a result, sales totaled 108.9 billion
yen, an‘increase of 4.9% compared to the same period of the previous fiscal year (excluding the effect of
currency translation, the increase was 1.4%). Operating income was impacted by nsing raw material
prices, but remained basically unchanged from the same period of the previous fiscal year at 11.7 billion
yen due to the increase in sales. ' C i

L Jap;:jm . _ IR

In the ‘performance chemicals business, plastic-related additives and high-performance concrete
admixtlj_res performed well, but the oleo chemicals business was weak, with a downturn in its targét
markets. In the specialty chemicals business, which is closely linked to customers and offers high added
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value, sales of polishing agents for hard disks increased significantly, while sales of products: such as
cleaners for electronic parts grew due to positive customer evaluation of their features. However, sales of '
toner and toner binder for copiers and printers and pigment auxiliary forinkjet printer ink decreased from
the same period in the previous fiscal year. As a result, overall sales increased 2.1% over the samnte period |
of the previous fiscal year to 57.8 billion yen.

® Asia

Sales in Greater China increased as a result of the expansion of sales from continuing rapid economic
growth in China, as well as factors including the growth of the LCD industry in Taiwan. However, sales
of fatty alcohols produced in Malaysia and the Philippines decreased as a result of weakening market
conditions, despite Kao’s reputation for high-quality products based on its original technologier, as well
as global sales expansion efforts. As a result, sales in Asia increased 2.9% over the same period of the
previous fiscal year to 26.4 billion yen. -

® North America and Europe

Sales were strong in the toner and toner binder business, where Kao made aggressive capital investments
in response to the growth of its three markets of Japan, the United States and Europe. In Germany, sales
of high-performance concrete admixtures and tertiary amines increased due to the reputation of product
features. As a result, overall sales increased 12.0% compared with the same period of the previous fiscal
year to 40.5 billion yen. ‘

2. Forecast for the Fiscal Year Ending March 31,2007

(1) Forecast of Results for the Fiscal Year

The Japanese economy is expected to continue its private sector-led recovery as the strength of corporate
earnings spreads to household budgets. Although improved: employment conditions are linked to
.improved household earnings, growth in personal consumption is expected to be weak, and the trend in
prices of petrochemical-related products is expected to affect consumer prices as well. Moreover,
although the global economy is expected to be solid, centered on the United States and Asia, persistent
uncertain conditions are expected to remain. ’

In the domestic consumer products market, changes are appearing in the downward trajectory of retail
prices and a recovery trend in sales volume is also evident, but severe competition is forecast to continue.
. Overseas, the competitive environment is expected to continue intensifying despite market growth.

Under these conditions, the Kao Group aims to achieve profitable growth by adding a high level of value
'to its products. It will focus on beauty care, which incorporates prestige cosmetics as well as hair care,
skin care and other consumer products, and human health care, both of which areas hgvg.part.iclﬂ.aﬂy high
growth potential. It will also work to further strengthen and develop the core. Fabric and Home Care
business. In the Consumer Products business, it will strengthen its product development capabilities, the
starting point of manufacturing, and will focus its management resources on aggressive new product
launches, marketing and sales promotion activities to strengthen core brands. Through these ineasures,
Kao will work to strengthen its competitiveness in the domestic market and expand sales. In the growing -

Asian market, Kao will deploy the comprehensive strength of the Kao Group by clarifying thz roles of .~

local and Japan-based operations and integrating all divisions from product development to sales, based
on a unified management structure that encompasses all of Asia, including Japan. In addition, Kao will |
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‘work {0 éstab]ish supply chain management in each region of Asia to further raise the level of efficiency.
In the Consumer Products business in North America and Europe, Kao Brands Company will mr-ture the
John Frieda brand and its many other premium brands. In the Prestige Cosmetics business, while -

responding to changes inretail channels, Kao will work to generate synergy with Kanebo Cosmetics Inc.”
and Moiton Brown Limited, and further raise brand value through measures such as_introdicing

) distincﬁ{?e new products. In the Chemical Products business, Kao will stve to fully leverage the
.characteristics of the oleo chemical, performance chemicals and specialty chemicals businesses. In

addition; for unique Kao Group products, Kao plans to make aggressive capital investments based on
accurate forecasts of market trends in order to expand the business globally.
f : -

As aresult, Kao forecasts net sales to increase 25.6%, or 248.7 billion yen, from the previous fisical year
to 1,220.0 billion yen. Operating income is expected to decline 2.6% to 117.0 billion yen, despite the
contribution of Kanebo Cosmetics Inc.; as a result of factors including the rise in raw material pyices and
expenses for amortization of goodwill and trademark and other intellectual property rights. Ordinary
income is expected to decline 5.7% to 115.0 billion yen because financial expenses will increase due to
the effect of an increase in interest-bearing debt, including bank loans. Taking into accourr: the tax

. expenses that Kao will incur as a result of recording a deferred tax asset valuation allowance, net income

is forecast to decrease 4.4% to 68.0 billion yen.

Despite ‘the decrease in income from the initial forecast as a result of recording a deferred tax asset
valuation allowance and other factors, Kao emphasizes stable, continuous dividends. The Company
expects 10 pay a year-end dividend of 26 yen per share, as initially forecast Together with the interim

" dividend, total dividends for the fiscal year will total 52 yen per share, an increase of 2 yen per share over

the previous fiscal year.

Despite Em increase in net operating profit after tax (NOPAT) resulting from the acquisitions of Molton
Brown f.imited and Kanebo Cosmetics Inc. as long-term growth drivers and the growth of existing
businesses, because that increase will be exceeded by the increase in cost of additional investment capital,
Kao expects EVA to decrease compared with the previous fiscal year.

2) Und#rlying Assumption§ of the Forecast for the Fiscal Year Ending March 31,2007 °

The abojﬁve forecast was made assumning translation rates of one U.S. dollar to 117 yen and one euro to
145yen. : '
I1. Financial Condition

1. Sumﬂlarized Financial Condition for the Six Months Ended September 30, 2006

Summarized Financlal Condition (Unaudited)

K Billions of Yen
" Sept. 30, March 31,  Increase

; 2006 . 2006 (Decrease)
Total assets 1,227.0 1,220.5 6.4
Net assets 533.1 509.6 235
Net asset#/total assets 42, 8% 41. 8% '
Net assets per share (yen) 962.65 935.11 2754 -
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Summarized Consolidated Cash Flows (Unaudited)
1

Billions of Yen

SIX MONTHS ENDED SEPTEMBER 30 2006 2005 Increase
- (Decrease) -
Net cash provided by operating activities 85.7 64.6 210
Net cash nsed in investing activities (30.0) (45.1) 15.0
Net cash l‘ised in financing activities (46.8) (15.4) 314)
Translation adjustments . (1.3) 1.0 (2.3)
Net increase (decrease) 1.4 5.1 2.2
Cash and cish equivalents, beginning of year 67.5 704 2.8
Cash and cash equivalents of newly conrsolidated
subsidiaries, in:?casc d - 0.7 (0.7)
Cash and cash ct_;uivs]cnts duc to exclusion of - (0.8) 08
previously contolidated subsidiarics, decrease ' '
Cash and cash equivalents, end of period 74.9 75.5 0.5
Total debt at end of peried -376.9 22.2 354.6

Total assets increased 6.4 billion yen compared with the previous fiscal year-end to 1,227.0 billion yen.

Principal factors in the increase were business expansion and an 18.5 billion yen increase in notes and
accounts receivable because the last day of the interim period was a business holiday. The principal factor
decreasing assets was a 5.26.0 billion yen decrease in deferred tax assets. .

Total liabilities decreased 8.1 billion yen compared with the previous fiscal year-end to 693.8 billion yen.
Principal factors increasing liabilities were business expansion, as well as a 10.3 billion yen increase in
notes and accounts payable and a 22.5 billion increase in accrued expenses because the last day of the
interim period was a business holiday. The principal factor decreasing liabilities was a 31.0 billion yen
decrease in bank borrowings and other interest-bearing debt. The balance of bank borrowings and bonds
as of September 30, 2006 was 376.9 billion yen.

Net assets including minority interests increased 23.5 14.6 billion yen compared with the previous fiscal
year-end to 533.1 billion yen. The main factor increasing net assets was net income of 29.5 billion yen, -
and the main factor decreasing net assets was payment of cash dividends totaling 13.6 billion yen. As
result, the net worth ratio increased from 41.8% at March 31, 2006 to 42.8%. . _ E

Net cash provided by operating activities increased 21.0 billion yen compared with the same period of
the previous fiscal year to 85.7 billion yen. Income before income taxes and minority interests for the
interim period was 57.2 billion yen, and depreciation and amortization totaled 43.7 billion yer. Income
taxes paid totaled 20.3 billion yen.

Net cash used in investing activities decreased 15.0 biltion yen compared with the same period of the
previous fiscal year to 30.0 billion yen. This primarily consisted of 36.7 billion yen for capital
expenditures and other purchases of property, plant and equipment, and for intangible fixed asiets.

Net cash used in financing activities increased 31.4 billion yen used compared with the same period of
the previous fiscal year to 46.8 billion yen. During the interim period, the Company replaced short-term
debt used as capital for acquisition of the stock and other assets of Kanebo Cosmetics Inc. with bond
issues and long-term loans, in addition to repaying a portion of the short-term debt. Paymen's of cash
dividends, including to minority shareholders, totaled 14.9 billion yen. .
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As aresult, the balance of cash and cash equivalents at the end of the interim period was 74.9 billion yen,
an increa_,se of 7.4 billion yen from the end of the previous fiscal year.

2. Forecast for the Fiscal Year Ending March 31, 2007

Net cash provided by operating activities is expected to increase compared with the previous fizcal year.
Income before income taxes and minority interests is expected to decrease slightly in the current fiscal
year and thereaftercompared with the previous fiscal year as Kao incurs the consolidation of’ Kanebo
Cosmetics Inc. generates expenses for amortization of goodwill in connection with the consolidation of
Kanebo: Cosmetics Inc. However, at the same time, depreciation and amortization, including
amortization of trademark and other intellectual property rights, is projected to increase subs tantially,
totaling approximately 87 89.0 billion yen.

Net cash used in investing activities is projected to decrease significantty compared with the previous
fiscal year. Capital expenditures are forecast to total approximately 60 70.0 billion yen, including capital
invesrtmf:nt in Japan and overseas to expand production capacity and promote strgamlining.

Tn net cash used in financing activities, the Company will allocate funds for repayment of its berrowings
for the acquisition of the stock and other assets of Kanebo Cosmetics Inc. In addition, paymen's of cash
dividends are expected to increase approximately 4.5 billion yen compared with the previous fiscal year.
The balance of short- and long-term debt is projected to be approximately 360.0 billion yen at the end of
the fiscal year. '

As a result of the above, the balance of cash and cash equivalents as of March 31, 2007 is furecast to
remain essentially unchanged from the previous fiscal year-end at approximately 70.0 billion yen.

3. Caslé Flow Indices

SIX MONTHS
" ENDED SEPT. 30 YEARS ENDED MARCH 31
2006 2006 2005 2004 2003
Net worth ratio (%) 428 418 65.1 59.1 57.9
Market capitalization/Total assets (%) 139.9 1384 © 1952 1798 186.0
Interest-bearing debt/Operating cash flow (years) - 36 0.3 05 04

Operating cash flow/Interest paid (times) 48.7 821 120.1 913 858

Notes: : .
1. All indices are computed based on consolidated data.
2. Net worth ratlo: Net assets - share subscription rights - minority interests)/ total assets
3. Marketicapitalization equals the stock price at the end of the period multiplied by the number of shares outstanding at tre end of the
period (excluding treasury stock). ' '
4, Operating cash flow is stated it the consolidated statements of cash flows. Interest-bearing debt is all debt included in the consolldated
balaneé sheets on which bterest is paid. Intevest paid is the amount shown in the consolidated siatemenis of cash flows.
5. Intereit-beaving debt/Operating cash flowis not calculated for the interim period.
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a ‘III. Buisinéss and Other Risks

Corporations assume various risks in executing business. The Kao Group takes reasonable measures o
reduce risk by eliminating exposure to, dispersing and hedging risks. However, in'the event that
unanticipated situations such as those listed below should occur, they could exert 2 significant impact on
the Kao Group’s business results and financial condition. It should be noted that any statements made in
this text'conceming the future are judgments made by the Company as of the date of this annovmcement

~of interim results (October 23, 2006).

(1) In quality management, the Kao Group designs and manufactures products from the viev/point of
customers, in compliance with related laws and regulations and in accordance with internationally
recognized quality management standards. In the development stage' prior to market launch, the Kao
Group conducts thorough safety testing and survey research to ensure excellent product quality. After
market launch, the Kao Group works to further improve quality by incorporating opinions and demands
regarding products through its customer consultation offices. However, the unforeseen occurrance of a
serious quality problem would not only cause difficulties for the relevant brand, but would aliio have a

- major impact on the reputation of all the Kao Group’s products, and might cause sales to decline. This

could hive a major effect on the Kao Group’s business results and financial condition.

(2) There is believed to be a high probability that a major earthquake will occur in any region of Japan.
The Kao Group has implemented various countermeasures, including earthquake resistance diagnosis
and seismic retrofitting, at all ofits production facilities. In spite of these measures, however, in the event
of an ﬁpexpectedly major earthquake, the Kao Group’s ability to secure raw materials, maintain
continuity of production or supply products to the market may be disrupted, which could have a
signiﬁcgi’nt impact on the Kao Group’s business results and financial condition. ‘

(3) Foreign currency-denominated transactions, including export and import trade transacions and
non-trade transactions such as dividends, are affected by changes in currency exchange rates. The Kao
Group Hedges foreign exchange risk through various measures such as setlement of transactions through
foreign currency accounts, foreign exchange contracts and currency swaps to mitigate the effect on
business résults. The Kao Group does not engage in derivative transactions for the purpose of speculation.
However, items denominated in local currencies, including the sales, expenses and assets of overseas
subsidiaries, are translated into Japanese yen for preparation of the consclidated financial statements. If
the exchange rate at the time of conversion differs substantially from the expected rate, the value after
translation into yen will change significantly, which will affect the Kao Group’s business results and
financial condition.

This release contains forward-looking statements that are based on managements esitmates, assumtions and
projections as of October 23, 2006. Certain factors, which inciude, but are not limited to, the risks and
uncertainty associated with the worldwide economy, competitive activity, and fluctuations in currency
exchange and interest rates, could cause actual results to differ materially from expectations.
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' Kao Corporation

- Consolidated Statements of Cash Flows October 23, 2006
Mittions of yen
: 1HIFY2006 tH/FY2005 FY2005
. . Apr-Sep 2006 Apr- Sep 2005 Apr'U5- Mar ‘06
Operating actlvities: {
Income betore income laxes and minority interests 57,256 £2.,488 118,908
Adjustments for: o
Deprecaatlon and amortization 43782 27,640 60,758
Loss on seles or disposals of property, plant and equipment, net 1,001 B48 2,320
Interest and dividend income {1,080) {516) (1,254)
Interest expense 1.990 469 1,396
Unrealized foreign currency exchangs {gain) loss (212) 861 494
Equity in (earnmgs) losses of non-consolidated subsidiaries and affiliates 438 173 593
Change in Irade receivables {17,803) {602) 818
Change in inventories {1.893) (5.277) (4,592)
Change in prepaid pension cast {7.883) 680 (8,467)
Chsnge in trade payables 10,261 4,018 {1,759)
Change in other payables and accrued expense 20,300 5,158 989
. Chenge in liability for retiremsnt benefils 567 {8,585} (6.614)
Other, nat -(158) (5.440) (3.385)
Sub-iotat 108,577 83,916 157978
Interest and cash dl\ndends received 1,225 . 1,858 3,379
Interest pald (1.762) {485) {1,428)
Income taxes paid {20,311) {20,811} (42.834)
Net cash provided by operating activities 85,729 .64,695 "117,292
Investing activities:- .
Purchase of marketable securities - (2,999) (2.999)
Proceeds from the redemption of markelable securities - 6,000 8,999
Purchase or property, plant and equipment {22.548) {22,216) (49, 528)
Proceeds from ssles of properly, plant and equipment 383 664 1 482
Increase |n intangible assels - (14,1?8) {(1.380) (151,680)
Purchase of investment securities {825) (17) (38)
Proceeds form the redemption end seles of investment securities 17 8.0 9,300
Paymentsifor gcquisition of stocks of newly consolidaled subsidiaries - {31,858} {293,034}
Change in short-term loans, net 12,282 (110) (84)
Payments' for long-term loans (515) (428) {897)
Other, net’ {4.876) {1,033) {1,078)
Net cash used in investing activities (30,079) (45,146} (479,535)
. Financing activities: '
Change in short-term debt, net (145641) 813 148,683
Praceeds from long-term loans 30,828 85 240,245
Repayments of long-term loans {18.535) (122) (547)
Proceeds from bond 99,681 o -
Purchase of reasury slock (448) (5.517) (6.058)
Payments of cash dividends (13,629) {10,354) (23,980)
Payments of cash dividends to mlnonly shareholdsrs (1.320) {590) (592)
Other, net 417 273 970
‘Net cash provided by (used in) financing activities (46,848) {15,413) 356,721
Translation'adjustments on cash and cash equivalents’ {1,341) 1,055 2,727
Net increase (decrease)in cash and cash equivalents 7.460 5130 (2.794)
Cash and cash equivalents, beginning of year 67,527 70,409 70,409
Cash and cash equivalents of newly consolidated
subsidiaries, increase - 760 760
. Cash and cash equivalents due to exclusion of . .
previously consolidated subsidiaries, decrease - (848) (848)
Cash and cash equivalents, end of period - 74.987 75,511 67,527

v



I@I

‘9002 ' 1E UpIB Papus JesA ayy ul Siyby Ausdold |BnipajieiLy Jeuo-pue JIBLUAPEJ} JO UGHIBZILOLIE JO PajSISUOD SINOLLSOY) 0QaUe)| 0] paje|a) S3sUadXs UoieZINoLly ()

vel ; - 0zt ol L9 AT sa|es 0] %
vEL0Z) - - gL 106'61) 620'ze L2LV'S - 669°26 swioou) Bunelado

LORZ - Lng'z - . to9e - SOIRWIS0Y) 04BUB)Y O} P3jB|s) UoleZiuowy
mnh.um._. £ee zos'zet 620°22 eil'l 66926 SO{}oWISO] oqaue)y OF pAe(|dd
- . uopeZ/HOWE o.tojaq awooy| Bugesado
fevers 2L 22} 899'6.8 198'981 $Iv'id vee'LL9 sasuadxe Bupeledo

0£Z°'LL6 (1y69Z) L21'866 058°'802 9¥e’ss . £g0'vol el

- (iv89e) L ¥E'92 X - - sejes Jus Wbes |

QET' LB - 0Ee'126 6vB'L8L 9vZ's8 £E0'¥0L sJewolsnd 0] saes
: . . $3|Bs 19N

polep|osuoy) suo[jeujwly el sypnpold SO|JoWS0D) sjonpold

fajetocio” JeaiaL abpsaid Jawinsuo) 90, 18N - S0, 1Ay
S00ZAd

FEL - L2 gkt 66 el S9|ES 0 %
0L0'¢9 S5L 51679 202°1} - 148t oge'Ly ewoou| Bunelsdo
1Z0'02F " {60g¢l) 9LE'LeY ¥£1'Z6 82r'se b.2'S0E sesuadxe 6uneRdO

860'¢8Yy (esi'el) L6296V Zrg'c0l 20€'68 Z0}'eSe jejoL

- {egl’ey) ESL'EL £GL'E} - : - se[2s jusufss ]

860'c8y - 8B0'E8¥ 889'06 L0E'6E 201 'eGE SIaWOISND 0] S8IEG
sajes JaN

pojepilosuod suopjeu W3 [e1el. s1onpold SIPIUSOD sjyanpoid

Jajesodion eSSy D eBpseld Jawinsue) o0z dog - ady

S00ZALHI

"9002 '0F JegLueidag papus

Jiey B4y oy} ui [impaot pue sjybu Apadoid enpajiaiul Jaujo p

U WBWSPE] JO LOUBZNOLLIE {0 PEISISUOD SDJj3LLIR0T) OQaLIBY; 0} PRiE|s) SesUSdxs UoIEZIoWY (.)

L6 - G'6 80l (50) LTk 58|25 0] %
gozt'ss 06 9££'8% 8cL'LL (629) uz'ly awoou| Bupessdo
GLO'E - SLOEL - SLO'EL - SOIBLLS0L) 0GBLEY 0] PoJB[S] LONeZINoLY
ZryLL 06 Zse'he ssi'hl 9ce'zl LT $9110WS0D 0gaLEY 0} PalE|as
uopezZjMoWe a.lojaq aweou) Bupessdo
$60°LES {og9'vH 9zL'5YS Zi2'L6 912TTL 9£4'52¢ sesuadxa bupeledo
8£5209 [T "840°219 156°80 4 SEL'SEL vHO'SLE . B0l
- (0¥S'¥L) 0FS Ft o¥s' ¥l - - Saes JusWbasia|u|
8€5'209 - 4£5'209 0¥ ¥ CLI'SEL PLO'ELE SI8WOISMD 0] S(BS
S9|es 1@N
paieplosuo)d suopjeu w3 |ejol S]aNpoidg SO WISeD sjonpold
R (-1 1 -3 [+ T« 1T+ Lo [edjayg ¢ "t ebBpsald - C T Jawnsdod) - Soas e 9002 dog - ady

900T ‘€T 4990120
toneiodio oey

900Z AdIHE
usAjo suolIN

ssaujsng AQ uopeurioju] jusiuBes




IN.I

- sjassy

pos'0z L (L0L'pRE) '598'vre'l 66¥' L2} bLp'SL 605°204 y8L'vEb .
VEL e 6L 69 Vi E'S vyl - SeESO %
332 T (pe9th) 66L'LTL zzs'L BLL'9 vrs's £59°L0L - osmwc_..mr_uf&o
. . Tse0188._ - - (z+i'08) 408°L06 Z96'101 882’80 #50's0L 707'909 _ sasuadxe.Guyelsd(
0sZ'LL6 C L (eae'Es)y 109'¢20’) sev'604 FrINT 868'0}} 950902 . LT .
- (LLE28) LLE72S LY6EY Bev'l 62Y'9C LLS 0L S3|eS JUsWDBS R
0EZ'}L6 - 0ET'446 1£5'G6 BEL'EE 89¥'v8 vBY L6S SIBWOISMD O} 88|ES
: . , sojes JoN
© pajepliosuon ‘suopeuIwi|g |e3oL edoin3y eollawy LON RiugeoQEISY uedep , .
fiesodio) 90, 1ejy - 50, 1dy
SO0TAA
TLe'etL 056'¢€) . Z9CTLL . L90'12) £r0'69 066'C6 18T'8LY . 83988y
VEL - gch LG 6S 89 £S5k - _ S8[BS 0} %
0L0°€9 (¥} F8L'e9 res'e LELT y09'¢ £L6'YS swoau Bunesedo
20'02v (pre'ee) gy FATWA 4 0Lig'ey 904’6k 784'¢0¢ sesuedx? Buyesdo
860°C8K {2s0'y2) SS1°LOS org'cy Zok'or 0kL'ZS $69'95E " |eyo) .
- : (£50°¥2) L80v¢e ESF'S ¥S0'L W5 800'S sajes jusLbes Byl
860'C8Y - BBO'ESY E6L'¥Y. L¥0'Sy 651'0¥ IBYESE S18WOJSA0 0 88|28
¢ . §9|es 13N
pajepjosuon suogeuiwy 12301 odoun3 esllawy LJON eiuedORISY ueder .
fieiodiod '500Z dag - 1dy
SO0ZAHL
290'427°L (y1e'02) SiL°LPE'L 889'8C ) vel'Ld 030°kLE eLY'0Z6 $jossY
L6 - A V'E ¥ . 8l 7 85(BS O} %"
ozy'ss ive 6£0'3S - €56’} sZY'e S0t s€9'ls owoou) Bunerdp
. bEL'PYS {69e'62) 08Y'eLS 942’19 15¥°0S 904'8s Sy6'Z0V" sosuadxo Buiesado
8eS'709 - (L20'62) 68519 62€'€9 418'¢S tii'es 09S'vS¥ . . jejo)
- {L20'62) 20'6C ¥02'8 pre GBS T 1L6'L 5oes Juswbes.aiu|
BES'C09 - 8ES'Z09 AR ZEQ'ES LLV'LY £09'9rY SIeWOlSMnD 0] 88IES
s9|es JoN
pejeplosuod suoeulwl 3 e300 oedoing e2LIDURY UON BlUBSIQfRISY uedep
[N - - -1 - S, . e _ . . 9007 dog - 1dy
= - DR e T LTS e A TS TR .w.mQN‘H!umm._—.J AT T L el T
) " ued jo suonmw
S00T ‘€T 139010 . E . AydeiBoas) Aq uogeiioju} juswbas poreEPIosU0D)

N "uonelodior) 0B




|w|

%6'8C %96 %L 6 %66 sojes jeu pajepliosSuod o)

Saes seasioAo Jo abejusdied

_0EC'LLB B se|es jou _...Emv__om_.hoo
L02'082 6C1'to 95E ¥6 NTWET: ' sees SeasIanc [ejo)
. 90, Jell - G0, 1dy

leloL adoung eoUaWY YUON  EBlueddQfeisy S00ZAd

%S L2 %06 %E6 %e 6 sojes Jou pojepijosuod 0)
. So[es SEasIoA0 Jo afejuddiad

860'c8t o | so[es Jou pejepljosuo?)
GLiZEL L8F'Er 280G Lig'vb $o[es SBaSISA0 |EJO)
o . 5002 dog - idy

101 w.u_o..:m esuawy YHON elueasQeIsy SO0ZA4/HL

%L 92 %88 %L 6 . | %88 S9]es Jou pejepljosuod 0)
$0[eS SePSIBA0 Jo abejusdiad

8EG'Z09 S9[eS Jou pejepllosuo)
00’19l 9G1°eS 666 VG ¥88°¢S $9[es SEISIRA0 |BjO]
9002 nm,w - idy

ere) edoiny eouAUY YUON eluEQ/RISY 900ZA4/H b

e G e e I . uakjosuolp

susiwrorsny ufijoio4 o} safeg
8007 *€Z 1240100
uoesodiol) 083




860'c8Y

8€5'Z09 _

0€C’' 116 R 7 saleg JaN pajepijosuo)
(Lv6'92) S0l (esi'el) (ovS'vi) . SUCRRUILIIT
L2LL'866 £¥ve 1SZ 96V 820°'L1L9 suoneull3 310424 [Bj0)
068°80Z 6V Zr8'eol 156°80 1 [eyol
(bey'ie) L' (o18'vi) (056'51) suofieuil])3
96124 0zl 1£2'9¢ 69S°0F edoing pue eoUBWIY YHON
065'¢S 62 v51'ST 667'92 eisy’
225'Ti) 12 099'9% zeQ'LS ueder
$)oNpoldd E2lay)
HZ's8 L'Eve L0€'6E - ELLSEL sdpawso) abysaly
£E0V0L 9g 201'€SE VI0°ELE jejo]
) 9'9 (66¥'S) (821'¢) suogeui3
62E'StE 921 $92'SS £€2'29 edosng pue esuaLly YHON
981 'L b2 16'92 S05°1E BILUESO() pue BISY
220'6€5 g vZy'vLe $00'€82 - ueder jejoy
0£9'etl 6L 088'LS G61°29 sy pue eiey Aqeq 'eie) euluiwa
}SS'LE2 ' ¥$9'021 sLe'zz 8.8 SWOH pue duged
' 968°L8) L'z 668'G6 v61'86 e.e) |euosiad
sjonpold J3Wnsuon
90, Je\ - S0, tdy % S00Z ddg ~udy  gooZ das - idy -
YIMous)

G00ZAd

9002 “€T 15q010
zopetodioy cey

S00CZAIMHL

900CA4/HI

uak 4o suol|ii

uonsoduwon ssfeg



Kao Cmporatioh
October 23, 2006

Supplementary Materials to the Business Results for the Interim Period Ended -
September 30, 2006 Regarding the Recording of a Deferred Tax Asset Valuation
Allowance

i? Tokyo, October 23, 2006 — To increase the efficiency and soundness of its assets, Kao

. Corporation has been working to conservatively reevaluate its assets through accelerated
. depreciation of tangible fixed assets, recording valuation losses and other methods. In

; doing- so, temporary differences arise, where expenses are recognized for accounting

: purposes sooner than the period for recognizing charges against revenues for tax purposes.
¢ To date, Kao has recorded the taxable amount of such temporary differences as deferred

. tax assets in accordance with accounting standards for tax-effect accounting.

. Due to factors including an increase in amortization expenses resulting from the

. acquisition of trademark and other rights of Kanebo Cosmetics Inc., taxable income will
. decrease in the current fiscal year. As a result, Kao decided to record a valuation

_ allowance for the portion of its deferred tax assets for which it is not possible to specify
* the period for recognition of charges against revenues, as described below.

- Kao forecasts that the increase in tax expenses resulting from recording the valuation
- allowance for both the interim period and the full fiscal year will be approximately ¥4
; billion on a consolidated basis and approximately ¥8 billion on a non-consolidated basis.
This valuation allowance will be recorded one time only in the current fiscal year.

Reason for Recording Deferred Tax Asset Valuation Allowance

-+ As aresult of carefil consideration of the collectability of its deferred tax assets based on

“Auditing Treatment to Determine the Collectability of Deferred Tax Assets (Auditing

. Committee Report No. 66, Japanese Institute of Certified Public Accountants; hereafter

“Report No. 66)”, in the intetim period ended September 30, 2006, Kao recorded a
deferred tax asset valuation allowance for future deductibles resulting from temporary

. differences between accounting and taxable income for which scheduling, or

specification of timing for tax deductions in the allowable period, is not possible.

K 20 has been increasing the efficiency and soundness of its asséts by conservatively

:', reevaluating its assets, including the handling of their taxability. In doing so, each fiscal

year Kao has substantially recorded taxable income sufficiently in excess of future -
deductibles resulting from temporary differences at the end of each period, as a company

" that meets the conditions of ReportNo. 66, 5 (1) 1, and has also recorded non-schedulable
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future deductibles resulting from temporary differences as deferred tax assets.

, However, with an increase in amortization expenses for the trademarks and other

: intellectual properties acquired from Kanebo Cosmetics Inc., Kao forecasts thatit wilt not
* achieve taxable income sufficiently in excess of future deductibles resulting from

~ temporary differences at the end of the current fiscal year, as a company that meets the

- conditions of Report No. 66, 5 (1) 2. As a result of a review of the scheduling of future

. deductibles resulting from temporary differences, Kao has decided to record the valuation
- allowance for non-schedulable future deductibles resulting from temporary differences.

" The main items in which the non-schedulable future deductibles resulting from temporary
. differences appear are valuation loss on land in previous years in the consolidated

" financial statements and loss on investments in affiliates, which is eliminated in

. consolidation, in addition to the aforementioned valuation loss on land in the
- non-consolidated financial staternents.

" Attached reference: Auditing Treatment to Determine.the Collectability of Deferred Tax

Assets (Auditing Committee Report No. 66, Japanese Institute of Certified Public
Accountants) : '




+ Reference: Audi’tfng Treatment o Determine the Collectability of Deferred Tax Assels
” (Aua‘iking Committee Report No. 66, Japanese Institute of Certified Public Accountants)

ReportNo 66.5(1) 1
Under Report No. 66, although non-schedulable future deductibles resulting from

: ‘tcmporary differences, for which the allowable period for tax deductions is not specified,
‘i‘ as a general Tule may notbe recorded as deferred tax assets (Report No. 66, 4), ifa
company records taxable income sufficiently in excess of future deductibles resulting -

. from temporary differences at the end of its fiscal year for each period (the current period
. and the previous three or more periods), and there is no major change in the operating
environment, then the compaﬁy may determine that non-schedulable future deductibles

. resulting from temporary differences are collectable deferred tax assets.

| ReportNo. 66,5 (1)2

However, if business results are stable, but there is no taxable income sufficiently in

. excess of future deductibles resulting from temporary differences at the end of the fiscal

year, then schedulable future deductibles resulting from temporary differences are

determined to be collectable deferred tax assets and non-schedulable future deductibles

| resulting from temporary differences are determined to be uncollectable deferred tax

assefs.

. Recording of a Deferred Tax Asset Valuation A]lovéance
- ¥ Accordingly, in the event of a company’s change in applicability from Report No. 66, 5

" (1) 1 to Report No. 66, 5 (1) 2 based on the above treatment, even if taxable income after
~ deducting schedulable future deductibles résulting from temporary differences from

expected future taxable income is expected to sufficiently exceed non-schedulzble future

. deductibles resulting from temporary differences, the non-schedulable future deductibles

resulting from temporary differences are determined to be uncollectable and a deferred

: tax asset valuation allowance (tax expense) is recorded.

O
<K udirn s e e 8




Recording of a Deferred Tax Assot Valuation Allowance

Fuati dedeciibie
Taxable "'s:gm “:: L Scheduling Deferrﬁ:lnl;))t assel
tem porary diffare ncos

Schedulable.

Te March 2006
- differunces

port No ‘
5 (1)

Collectabla

Non-sohadulsb i
differencas

Schedclatk |  collectable |

diffarencas

Non-schedulabl
differences

» Income taxes — deferred in the consclidation besis recorded: 4 billion yen
_ % The recording of = deferred tax asset valuation allowance in this fiscal yeer
isa one-ime item.

* Repart No. 66: AudRing Tmatmant © Desrmire te Colectablity of Deferd Tax Assats {Audking Commitem Report No. 66,
Japanesa Instiuke of Carliied Publ Accountants)




Exhibit A-2




Semi-Annual Financial Review

From April 1, 2006 to September 30, 2006

Kao Corporation

" October 23, 2006

This is a translation of materials used for the analyst meeting held in Japan on Octobér 23, 2006.

<o)

1

The presentation material in PDF format is available
on our website:

http://www.kao.co Jjp/enfir/analystmtg/index.html

These presentation materials contain forward-looking statements that are based on
management's estimates, assumptions and projections as of October 23, 2006.

Certain factors, which include, but are not limited to, the risks and uncertainty
associated with the worldwide economy, competitive activity, fluctuations in
currency exchange and interest rates, could cause actual results to differ materially
from expectations. '

(The yen amounts in this presentation materi‘al are rounded down.)
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1. Business Environment
April 1, 2006 — September 30, 2006

)

Household Expenditure Survey

by Ministry of Public Management, Home Affairs, Posts and Telecommunicafions

%)
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15 Major Toiletry Categories (All manufactures)
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2. Consolidated Business Results
April 1, 2006 — September 30, 2006




1H/FY06
Growth  Changes
602.5 24.7% +119.4
58.4 7.4% -6
9.7%
58.4 81% 5.1
20.5 2229 -89

102.1 12.7% +11.4

“gitionyen  1H/FY05
Net Sales 483.0
Operating Income 63.0

Operating Margin ~ 13.1%
Ordinan; Income 63.6
Net Income 38.4
EBITDA 90.7

70.75

EPS (y;en)

*Before'impact of Kanebo Cosmetics consolidation

\
i

54.26 23.3% -16.49

)

Consolidated Net Sales'[1]

1st HalffFY2005 st Half/EY:200!

Billion yen | % Growth
Plfersonal Care 95.8 4.7
Fabric and Home Care 120.6 1.8
Feminine Care, Baby Care 57 8 46
Japan Total 274.4 1.4
Asia & Oceania 26.9 0.2|
North America & Europe 55.2 9.6}
Elimination -3.4 ‘
Consumer Products| 353.1]  1.9):
I?re’ét_ige Cosmetics 39.3

8




1st Half/FY2005 |

Billionyen | % Growth
Japan 56.6] 3.7
Asia - 257/ 9.1
North America & Europe 36.2 13.9
Elimination -14.8
_'lcal Products 103.8
Elimination -13.1 - -145|
Consolldated Sales 483.0

- .;g fe
*lee-for-llke excludes currency transiation |mpact

Consolidated Income Statements

1H/FY2005 1H/FY2006 |Changes®
Biionyen| % Billicnyen, 9%  Billion yen
- INét Sales ™ F | 483.0] 100.0] 602:5/::100.0](119.4
Cost of Sales 210.7| 43.6] 244.9| 40.7| 34.2
~ |Gross Profit 272.3| 56.4| 3575 59.3| 85.1|
SG&A Expenses 209.3] 43.3| 286.1| 47.4 TEE
63.0/ 13.1|:7

Amortlzatlon Related to
Kanebo Cosmetics

Operating’Income’ 63.00 13.1| - 584
Non-operating IncomeIExpenses 05 0.1 .
' [Ordinary.Income. " 63.6| 13.2| 584 ; .
) | Extraordinary Income & Loss -1.1 -0.3] -12| -02 0.0
Income Before Taxes 624 129 57.2 95 -56.2
Income Taxes 23.3 48] 27.2 4.5 3.8
Equity ltems & Others (Mmus) 06 0.1 0.4 0.1 -0.1
NetIncome " ' : 38.4 8.0 295/ 4.9|(_-8.9|

* Changes = 1HIFY2006 -1H/FY2005

*Before impact of Kanebo Cosmetics consolidation: Net Sales 511.6 billion yen, operating income = 61.0 billion yen,
i income = 61.9 bilii ine = 30.4 billi D
ordinary income = 61.9 billion yen, net income = 30.4 billion yen KE0
' ' 10




*Business tax has been adjusted for FY97, SG&A % to sales and operating margin for TH/FY06 are before impact of

amortization related to Kanebo Cosmetics.
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Brea@kdoWn of Consolidated SG&A Expenses

7

{Billion yen)

1H/FY05

Total SG&A Expenses*

200.3:

76.8|

Fireight/Warehouse 25.8

7.7

Advertising 429

8.1

Sales Promotion 19.2

13.9|

Salaries and Wages

21.1.

R&D

1.2

* Before amortization related to Kanebo Cosmetics that amounted to 13.0 billion yen

M Changes = 1H/FY06 — 1H/FYQ5

12




0.0

\

U

; Net Sales* Operating Income
| Changes|, 1H/FY2005 [AHIFEY2006 |Changes
% Growth
Billion yen Billion yen Billion yen
Consumer 199 56 47.3
" % to
Products et Sales 13.4%
95.8] 243.7 3.8 - -4.5
% t
Prestige NetoSaies 9.9%
i Bef
Cosmetlcs. amg:iTzation" 38 8.4
" |%to
Net Sales 9.9%
Chemical . 51| 49| 117 0.0
L [%ito
Products Mot Salos 11.3%

*Before elimination of intersegment transfers .
*Before amortization of related to Kanebo Cosmetics

13
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Sales and Operating Income by Geography

Net Sales* Operating Income
1H/FY2005 | 1H/FY2006 |Changes|, . | TH/FY2005 #1H/FY2006 |Changes
Billion yen |1 Billidhi yen:| Bition yen Billion yen |2 sen-| Billion yen
, 358.6| ;454i5| 958 267 54 9| 3.2
% to :
! 15.3%
Japan i Net Sales :
o Adjusted"* 54.9 9.7
% lo
Net Seles 15.3%
ani % to .
& Oceania Net Sales 6.8% .
46.1 77| 16.9 2.7 06
o % t
North NetoSales 5.9%
Ameriéa Adjusted*** 35 0.7
: % to
i Net Salas 7.7%
a 49.6 136| 276 2.5 -0.5
; % to
; 51%
Europe Net Sales
\ Adjusted™" 3.7 0.2
% to
Net Sales 7.6% ||

*Before elimination of intersegment transfers

**Before amortization of goodwill

14

, “*Before amortization retated to Kanebo Cosmetics,
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{HIFYO5  1HIFY06
630 - 584 Billion yen

Change 4.6 gition yen -;.4%

ﬂ Asé,& Oceanla -2 5
No,rth Amerlca +O 6

»-32

*The figures of each segment are before elimination and “Total” includes elimination.
Kao
15
Consumer Products
' w
N Asia and Oceania . North America & Europe
Sales {Bilion yen) Op_e_raung income i
80 r . =NetSales (Bnlllon.yeré) 80 r B Seed éeforeAmonimﬁonofGowwill - 10
—— Operating Income i : s
60 14 60 F
) 4 6
40 12 4}
: 44
20 r 40 20 F 1,
0 2 0 - — 0
1HFYO4 1HFYOS 1HFY 06
~ Chemical Products o
Asia North America & Europe
80 110 80 4 10
60 | 18 e} 18
46 16
40 40
q 4
20 | 1, 27
0 0 0

16
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1H/FY05 TH/FY06

636 | — 84 Billion yen

Change '5-1Bi||ionyen -8.1%

Consolidated Income Before Taxes

_ 1H/FY05 | 1H/FY06
f' 62.4 g 57 .2 silion yen
~ Change -5.2 silionyen -8.4%




Taxable Future deductibles , Deferred tax asset

: resulting from Scheduling 40°
. iIncome temporary differences gresesssarasrensa (. A
IIII!I!=II!!II‘. pr—— :_— - _‘§
: : schedulable | :
. . dtfferences N
L] -1 H
a : q = - Collectable
. : Non c_hed_gl_abte
:----llll-';-.l: B i
Collectable
Non-schedulable
differences

» Income taxes — deferred in the consolidation basis recorded: 4 billion yen

» The recording of a deferred tax asset valuation allowance in this fiscal year
is a one-time item.

Report No. 66: Auditing Treatment to Determine the Collectability of Deferred Tax Assets (Auditing Committee Report No. 66,
Japanese Institute of Certified Public Accountants)

For further information, please refer to Supplementary Materials to the Business Results for the Interim Period ended !
September 30, 2006 Regarding the Recording of a Deferred Tax Asset Valuation Allowance. :
e

Consolidated Balance Sheets

(Eﬁon yen

Mari08 sSepIOB Changes Mar/06 | 5ep/06 .| Changes
Current Asset 364.6). 9.5|Current Liabilities 436.1{:3313.5] -122.6
Cash and Bank Deposits 47.3 -2.9| Notes and Accounts Payable 96.5]"106.8 10.3
Notas and Acoounts. | 47g 4 18.5| Porvenet Long b Doty -145.1 ‘
Short-term Investments 201 7.4] Other Accounts Payable -1.4
Invantories 105.8 2.2 Accrued Expenses 225
Others 62,0 -15.6] Others -B.9

Fixed Assets B855.8] -
Tanglble Assets
Intangible Assets
Invesiments

Deferred Assets

114.5
1141
0.4
-8.1

-3.0|Long-term Liabilities
2.5} Long-tarm Debt/Straight Bond
-6.9] Others

1.3|Total Liabilities
-0.0]Minority interests
Common Slock
Capltal Surplus

Retained Earmings
Unieslized Gain on
Available-for-gale Saeurities
Fereign Currency
Translation Adjusiments
Treasury Stock

Shareholder's Equity
Shereholders’ equity

. -Common Stock
q -Capital Surplus

1 -Retained Eamings

-Treasury Stock, at Cost !
Adjustment tor Valuation, Foreign 22918
Curtency Trantlation and Other *
+ Lntealized Gain on
AvaRable-for-Sale Securities
- Fereign Currency
Transiation Adjustrnents
Stock Acquisition Rights
Minority Interest

Total Net Asset
Total Assets 1,220.6]1.227.0] 6.4 routnsoes soa o et e 1.220.5| 12270 B4 Kao D

20
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{Billion yen)

1H/FY0S {=1k -] Changes
Operating activities '64.6|: A 21.0
Investing activities -45.1 15.0
Financing activities -15.4 -31.4
Translation adjustments on cash and cash equivalents 1.0 -2.3 ‘
Net Increasél(decrease) in cash and cash equivélents ' 51 22 '
Cash and cash equivatents, beginning of year 70. -2.8
Increase in cash and cash equivalents due to newly 0 0.7
[consolidated subsidiaries - et
Decrease in cash and cash equivalents due to 0.8 0.8
exclusion of previously consolidated subsidiaries - ’
Cash and cash equivalents, end of priod 75.5| -0.5
Total Debt, end of period 22.2| 354.6

<Investing Activities> .
. Capital expenditures: - Production facilities for new products
- Production capacity expansion for fatty alcohols in -
' the Philippines, toner and toner binder etc.
<F1nancmg Activities>
Share repurchase: 0.4 billion yen

.21

Share Repurchase

(Million Shares)

P Aggregate to September 2006
35f§ i 114.3 MM shares
303.7 Billion yen

30'

25. F

, Pol |, o0

. FY1999 FY2000 FY2001 FY2002 FY2003 FY2004 FY2005 1H/FYO06
Billion yén 29.5 28.6 56.7 771 . 367 69.9 5.0 0.0

- v
Share repurchase from the market ) . Kao 5
22




3. Forecast for FY 2006

o xao )
23 : : ‘

: CQnsoIidated Sales and Profit Forecast

FY2004 FY2005 [3°EY2006(F):
: Billion yen | % Growth | Billion yen | % Growth 207 (renmrth
Net Sales 936.8) 3.8 9712 37
Operating Income 121.3 1.4 1201} -1.0
[% to Sales] | [13.0] [12.4]
Ordinary Income 125.3 22| 1218 -27
. [%toSales] | [13.4] 112.6]
Net income 721 104 7110 -1.4
: [% to Sales] [7.7] [7.3]
Net-Income per Share (yen) | 131.16 10.2] 130.58
ROE 16.5% 14.9%
oo o Arr 178.1] 02| 1808
Cash dividends per Share (yen) |- 38.0| 18.8 50.0

*1 Exchange rate assumptions: 117 yen/USD, 145 yen/Euro

*2 Approximate estimated impact related to Kanebo Cosmetics consolidation:
Net sales: ¥200.0 billion, operating margin:10%, amartization of Intellectual property rights: ¥17.0 billicn, amortization of goodwill:
¥10.0 billion, financing costs: ¥3.0 billion -

| <o)
24 _




<Billion yen>

"'ConSOIidated Net Sales 1,220.0 +25.6%

( By Geography | ( By Business )

.--.._-9.0 429 8% _’-Consumer 73

| Products
122 0 +100%‘
, - Prestlge

. Cosmetlcs

?--{-f.cea'nla

North Amerlca 106 0 11 4% o
| _:Chejmlc:a_fl--.-=~ U,

Europe 131 0 +19 7°/5 -Products-

25

Sales Outlook — FY2006
- Consumer Products in Japan -

<Biilion yen>

1st Half Full Year

FY2005 | FY2006 1o4 Growtnl FY2005 |
Actual Actual Actual |

Personai Care 958 98 4 2.7°A) 187.8

% Growth|

2.2%

~ |Fabric and Home Care‘ 1 206 } 1223 1.4% 2375 1.8%

Feminine Care, Baby Care 57 8 | 62 1 7 59 1 136 1—190 4 7%

and Others

Total | 274.4| 283.0| si%| 539.0|-553.0 26%

26




- 5,'

|n Japan

SoaL L@

OSaIes prlce decllne m Consumer Products Busmess .
' apprommately -1-0%

o

.

Es_tlmated |mpact on. proflt

O‘Total Cost Reductlon (TCR)
ngher faw materlal cost

"3‘;{5.‘5 i,
@mfiﬁ}_a"& [ _Q"at 4w DL ) Tt Ry

+5~?o bllllon yen='-f"'

(% I R

Exchanqe rate assumptuons

01 17 yenIUSD
0145 yenIEuro

27

Operating Income Outlook by Business

Consumer Products:

North America. -

Chemical Products:
Chemical Products:
Chemical Products:

\

ssx,;‘:,fﬁ:v:i.:ii,;x.u;-—.,:;r-=:-fv};.._t,r:;74__,,._X?‘m_':,‘__ o~ - - .- 3 ,. i ‘_ - -
Flat > Consumer Products:

Asia & Oceania
Japan
North Amerlca
Europe




[Full Year]

Sales’ ' : Operating Income
Billion yen Billion yen
1,400 r . -O— Operating Margin 1 240
: . 1,220.0 1 220
1200 | L 4 200
. v 180
1,000
160
L B 140 - .
800 o 4 Operating
Income
600 r
400 .
200 | |83
¢
— ka0 )
29 ' :
EBITDA :
Billion yen D Operating income O Depr. & Amort.
250
200 | -
150 }
100 'F
50 F
0 “ L.

FYO01




o0t
20
] -=ROE -O-ROA 17.0 17.7
? 187
14.6 14.6
15 1| 1
TN ~12.8
f [
3 * ~
10 . 113 e
9.5
0 u ) - [l 1 i L 1 1 ]
: FY9g 00 01 02 03 04 05 06(F)
; RéA: Ordinary Income / Total assets !
! _ Ka@
31
Net Income per Share
Net Income;E ) Net Income
(Biion yer) [ e/ eree por Shere
. ' Qutstanding (MM)
90 [ =O—Net Income . 7 200
80 _%?—I—Netlncon?eperShare 721 44 ot 4 180
0 b . - 24 093 e ] 180
: : 60.2 . 4 140
60 ';%52.1 R
4 120
50 }! 130.6 1248
4 100
40 i
2 1 80
30 } 83.5
I { 60
20 r { 40
615 600 577 548 550 544
10 i i ' meca ] 20
i
0 N3 P

00 01 02

63 04

32




(Yeni]

&*

'
50 |-
4
!l
0 |
20 |
10 710 7.10
0 . | N
e d

*Impacts of share splits are retroactively reflected.

Capital Expenditures
(Billion y:ren) ) .
250 . .
; [ Parent DO Subsidiaries
o
200 ﬁ
! Intellectualpropertynghts :
] of?Kangbo‘Cosmetics
150 —
100 F

50 F

i FYO 02 03 04

‘Péyment for purchase of newly consolidated subsidiaries (net of cash aoquiréd) is not included.
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=5 Operating Income 2005
= Operating Income 2006
—4— Net Sales 2005

—0O— Net Sales 2006

{Billion yen)

1,220.0

87.2

3 months

5] mohths

35

12 months

)

Non-consolidated Sales and Profit Forecast

FY2004 FY2005 *

Billion yen | % Growth | Billion yen | % Growth

Net Sales 6946 4.3 6885/ " -0.9

Operating Income |  98.0 -04| 905 -7.6
' [%toSales] | [14.1] [13.2]

Ordinary Income 104.5 -0.8} 100.1 -4.2
[%to Sales] | [15.1] [14.5]

Net Income 625, - 24| 64.1 2.6
. [%to Sales] [9.0] 19.3]

Net Income per Share (yen) | 113.62]  2.2{ 117.61 3.5
ROE 14.6% 14.1%

EBITDA oo s 1384, -0.5| 131.7| -4.9

*1 The figures include amortization of intellectual properiy rights and financing costs related to Kanebo Cosmetics.

36
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Exhibit A-3




" Highlights for the 1t Half of FY2006

October 23, 2006

Motoki Ozaki
President and CEO
Kao Corporation

This is a transtation of materials used for the analyst meeting held in Japan on October 23, 2006.

MEMDPERSHIF

These presentation materials are available on our
website in PDF format:
http://www.kao.co.jp/en/ir/analystmtg/index.html

These presentation materials contain forward-looking statements that are based on management's estimates,
assumplions and projections as of October 23, 2006. Some factors, which include, but are not limited to, the risks and
uncertainty associated with the woridwide economy, competitive activity, fluctuations in currency exchange and
interest rates, could cause actual fesults to differ meaterially from expectations.
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- < Summary of the 15t Half of FY2006

< Growth Stratégies: Progress and
Future Initiatives

o "FY2006 Forecast

@ Summary of the 15t Half of FY2006




¥

Net sales and profits in Ime with our forecast, excludmg
the deferred tax asset valuation allowance

Excludlng Ka nebo Cosm""’l"'cst.,_ -

Year-on-year o related |mpact .

’ Yearon—year
< Net sales: ~ ¥602.5 billion +24.7% ¥511 6 b||l|on #5:9%
4 Operating income: ~ ¥58.4billion -7.4% | ¥61.0billion - :3.3% |
<% Ordinary income: ¥58.4 billion  -8.1% ¥5 gb,",on._ gl
4 Net income: ¥29.5 billion -23.2% |
4 EBITDA: . ¥102.1 billion +12.7%
<4 Net income per

share: , ¥54.26 -23.3%
' < Shareholder returns: '
' » Cash dividends per share: ¥26 (+1 yen

year-on-year)

® Growth Strateles
Progress and Future In|t|at|ves




T Y

Profitable growth driven by high-value-added products.

<>Accel'erate grthh in the business areas of
Beauty Care and Human Health Care*

<>Further strengthen and develop Fabric and
Home Care, a core business

<> Further enhance the Chemical Products

" business globally and locally with
distinctive products that meet customer
needs

*The scope of “Human Health Care” does not lnclude

| pharmaceuticals. ‘ |
- o _ Krao

rsonal Care in

el Expand premlum personal care -
- »Kao’ Brands Company Successful Jergens. natural :
glow moisturizer
>KPSS Thorough renewal of KIVIS profess:onal halr
L. care products " - I




|LEAULy Gl U £ AT

16 brands by FY2010

57

FINE-FIT

MOLTON BROWN

TWANY ' SALA KATE

i e B

‘*"Intensri/e investment
..fortop-ling,growth, -

@ Focus on28 selected brands .
> . New skin: analyzers for enhanced counseling at counters

@ Reinforce business in'China.by: establrshmg presence
"in'the prestlge cosmetlcs market :

» Depadment stores
% Introductlon of impress and Lunasol
% .Number of stores handlmg Kanebo Cosmetics:
‘Approximately 500 stores in 2009 (currentry 200)
» High-end pharmacies

% Number of stores handling Kanebo Cosmetlcs :
Approximately 1,000 stores in 2009 (currently 30)

i Lunasol

Expected short-term synergy

@ C°St savmgs.m rawlpackagmg mater;al procurement
o medla buylng,detc A PO S
@ Mutual usé of productlon facrhtres ~

@ Jomt dellvery LT e e T

| a0 )
10 :
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siaIne Sl (Deauly dadre business Alcd)

No1 share -}in Japan’s shampoo/conditioner market

Line extension launches
Aprii  Asience Rich and Condensed Hair Mask

October Asience Hair Beautifying Make Whip/
Hair Beautifying Make Veil

-
August Relaunch

ESS en ti a I For the finished look that
contemporary women seek
Essential

oA A 0 L

January Relaunch
Appropriate care

M er i t for today's scalp conditions
Aok
@ —

August Relaunch

S a I a Hair care with the

sensibility of cosmetics

)l':"emmilr'le'f(fare, Béby-
Care and Others in
Japan:

OHealthya drlnk

»Healthya Water ;' rts’ dnnk helped fuel the Healthya
- 5, - brand value-enha .cement beyond our: original
expectatlons

f‘OEcona Healthy ookmg Orl , :
>Enhance brand:power with a focus on health benefi ts
‘based on- Food for Specifi ied Health Use. approval

Mocicated Pyuora oa OFemmme carelbaby care -
care products

T — >Cont1nued good performance of Laurier F, whrch
ﬂ 'pursues comfort and emotional satlsfactlon
Healthya Water £ sez >Sales growth- of Merries pants-type ‘baby diapers
Laurier F sanitary napkin with breathablllty and |mproved toddler comfort
Personal Care in ORelnforce oral care
Japan, . »Offeroral health:care with the launch of a new: brand
Medrcated Pyuora I

L,

;Expand and strengthen humanfhealth care busmess by addmg oral care femlnlne

-.and baby care:"etc’ to: exrstmg healthy functional foods = T e 2

‘ - Ka@
12 )

~<>Furtherl‘ln|t|at|ve B R R




I

| Bu_sipessf;\segrnent_/oateg.orzy,

Fabric and Home

Famn’y Kyukyutto

Dishwasher Use

with Citric Acid - For |

~ Topics

OTop-Ilne growth wrth new hlgh-value-added‘
products that: actrvate the market

»Laundry detergent

tJruﬂlttack ALL in

Humming Flair Relaxing
Herbal Scented

‘ New Beads with
Fabnc Softener

'Generate stable profrt wrthrnewhmprove _
absorb hrgh raw and pack”grng materla!scosts T T A

thrgh-value added products that‘ R

13

Polishing agents
for hard dlsks

" eid fOT COpiErs

Color toner products

O‘Further sustarnable growth by focusmg on
“the: three core: busrness fields
»0leo: chemlcais _
>Specra|ty chemrcals
>Performance ¢hemicals
O Contrnuous top-line growth supported by
mtenswe capital investment
>Tert|ary amines (Germany)
»High- performance concrete admixtures (Germany)
»Toner and toner binder-(United States and Sparn)

L »Fatty alcohols (Philippines)

N B %1:‘:_“




Aiming at top-line growth
that generates mid- and
long-term profit

LR o RN

Y ETIETETT]

Laurier F

xa0))

® FY2006 Forecast

16
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(Double-dlg:t growth in EBITDA

and cash flow expansion toward further growth

_ ~ Yearon-year
< Net sales: ¥1,220.0 billion +25.6%

< Operating income: ~ ¥117.0 billion  -2.6%
% Ordinary income: - ¥115.0 billion  -5.7%

% Net income: ¥68.0 billion  -4.4%
< EBITDA: ¥206.0 billion +13.9%
< ROE: 12.8%  -210 bps
< Net income per

® shae ¥124.78 -4.4%

< Shareholder returns:

» Cash dividends per share: ¥52
(+2 yen year-on-year, payout ratio 41.7%)

17

Excludmg Kanebo: Cosmettcs
.__related- |mpact

Year-on-yea

¥1,020. 0 bll|l0n +5;70% _'_ji

.‘EONet sales: ¥26b 0 Billion &+ ;¥
;;OOperatmg margm Around 10%

xao )
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R 1:95 3R PRER B EGEE) TR 184 108 238
L B & 1 & EXHAH LRBEIE X
I-FE8 w2 EALFEERAR
( URL http.//www.kao.cojp/ ) - R
£ £ £ REDEH HEHRTRA B i .
MegiaKaESs IR THRR SHAMBLHMKIE =8 W— TEL (03) 3660 — 7111
RSN E R 184 108 238 .
HRESHBBRAOHN =
1, 184F 0 5 hRMAO S A/ (T AL 184 48 10 ~ F ik 184 98 308)
: (1)5&&5&&52*! (HEEEEFFARALOUET
= ® £t & BN K £ % 5 B
B B5/ % B5A % &5/ %
heg s APmM 602,538 247 58426 A 74 58480 A 8.
174E 95 PR 483,098 30 63,070 1.0 63638 A 1S5
185 3AM 971,230 120.134 _ 121,956
— BE L INEL R T
(S AR) 40P (4 8 ) 8 F) &% F-v) (2 59) BB 2%
E5A % M & A
184F 9 F BRNNR 205711 A 232 54.26 54.22
174F 9 F BR%E 38,486 1.9 70.75 70.56
185 3R K} 71,140 130,58 130.28
CHOF RN 18 9RPMIM A48 EAR 1 sARM A173 BFA 185F 3IA8 A3 EHFER

QM E G GEE) 185 0 AP 544973118 #
PEMHDBOFTEOEE &
@R.I:Ei BRERE. BRAE, ¢ﬂﬂ(§m)&ﬁlﬁl-hlf%af—tJFﬁTli AT S ch R XA

178 SR h K] 543,968,592 # 185 3AH 544,126,518 #

(z)ﬁﬁﬂﬁﬁﬁ :
) R E #aE HORAXILE THRE-YHRE
. AR CE) % I
185 9 RN 11,227,062 533,187 428 962.65
174 95 PN 726,341 479,285 66.0 880.98
18% 3K 1,220,564 - 500,676 41.8 935.11

CEXD MEBITHRRGER 10F o DM 5449591708  (THE SAGMIE 544,034,665 Bk
@ ﬁﬁ&&!ﬂﬂmaiﬁsﬁ PRGN, 524607THF M (HiT REBO25R—U HH)

1B5E DRHR 544945975 8

(3)5@1&5#«- 91 - TO—D®RR

RAERI-S5

e RURERSY

BRERBIZLD B ERIC & D .
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Kao Corporation

Notice of Revision of Presentation Materials for Analyst Meeting

-October 25, 2006
.Kao Corporation today announced a revision of presentation materials “Highlights for the 1* Half of
' FY2006” and “Semi-Anmial Financial Review (From April 1,2006 to September 30, 2006),” used in

the analyst meeting held on October 23, 2006. The details of the revision are as shown below.

- Please find attached the revised versions of the aforementioned presentation materials.

1. “Highlights for the 1* Half of FY2006

Slide 5
1* half of FY 2006 Financial Overview exchding Kanebo Cosmetics related impact

Revised Previous
EBITDA 90.0 billion yen (0.7%) 91.7 billion yen +1.2%
Slide 17 _
FY 2006 Forecast excluding Kanebo Cosmetics related impact
Revised Previoys
Year-on-year growth:
Operating income 08%) +1.6%
Ordnary income (1.6%) +0.9%
Net income : (4.8%) (2.3%)
EBITDA (0.5%) +1.7%
Amount: _ .
EBITDA 180.0 billion yen 184.0 billion yen

2. “Semi-Annual Financial Review (From April 1, 2006 to September 30, 2006)”

Slide 7

1* halff FY 2006 consolidated results excluding Kanebo Cosmetics related impact
Revised Previous

EBITDA  90.0billionyen (0.7%) . 91.7billion yen +1.2%

For further information, please contact:
Investor Relations, Kao Corporation
Tel: 81-3-3660-7101

Fax: 81-3-3660-8978

E-mail: jt@kaocojp
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